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110 West 4th Street, Suite # 205 712/262-6087
P.O. Box 1297 (fax) 712/262-6089
Spencer, IA 51301

INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and
Members of the City Council

City of Paullina

Paullina, lowa

| have audited the accompanying financial statements of the governmental activities, the business type activities, each major
fund and the aggregate remaining fund information of the City of Paullina, lowa, as of and for the year ended June 30, 2005,
which collectively comprise the City’s basic financial statements listed in the table of contents. These financial statements
are the responsibility of the City’s management. My responsibility is to express opinions on these financial statements
based on my audit.

| conducted my audit in accordance with U.S. generally accepted auditing standards, and the standards applicable to
financial audits, contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards and provisions require that | plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. | believe
that my audit provides a reasonable basis for my opinion.

As described in Note 1, these financial statements were prepared on the basis of cash receipts and disbursements, which is
a comprehensive basis of accounting other than generally accepted accounting principles.

In my opinion, the financial statements referred to above present fairly, in all material respects, the respective cash basis
financial position of the governmental activities, the business type activities, each major fund and the aggregate remaining
fund information of the City of Paullina, as of June 30, 2005 and the respective changes in cash basis financial position for
the year then ended in conformity with the basis of accounting described in Note 1.

In accordance with Government Auditing Standards, | have also issued my report dated October 14, 2005 on my
consideration of the City of Paullina’s internal control over financial reporting and my tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report is to describe
the scope of my testing of internal control over financial reporting and compliance and the results of that testing and not to
provide an opinion on internal control over financial reporting or compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the results of my
audit.

Management’s Discussion and Analysis and budgetary comparison information on pages 3 through 6 and 15 are not
required parts of the basic financial statements, but are supplementary information required by the governmental Accounting
Standards Board. | applied limited procedures, which consisted principally of inquires of management regarding the
methods of measurement and presentation of the supplementary information | did not audit the information and express no
opinion on it.

My audit was performed for the purpose of forming opinions on the financial statements that collectively comprise the City of
Paullina’s basic financial statements. | previously audited, in accordance with the standards referred to in the second
paragraph of this report, the financial statements for the three years ended June 30, 2004 (none of which are presented
herein) and expressed unqualified opinions on those financial statements. Other supplementary information included in
Schedules 1 through 5, is presented for the purposes of additional analysis and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applies in my audit of the basic financial
statements and, in my opinion, is fairly stated in all material respects in relation to the basic financial statements as a whole.

D&MD A eske I

DAVID A. MASK
Certified Public Accountant

October 14, 2005
Spencer, lowa
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CITY OF PAULLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2005

The City of Paullina provides this Management’s Discussion and Analysis of its financial statements. This
narrative overview and analysis of the financial activities is for the fiscal year ended June 30, 2005. We
encourage readers to consider this information in conjunction with the City's financial statements, which
follow.

2005 FINANCIAL HIGHLIGHTS
Receipts of the City-wide activities decreased 2.0%, or approximately $36,000 from fiscal 2004 to
fiscal 2005.
Disbursements increased 12.9%, or approximately $230,000 in fiscal 2005 from fiscal 2004.

The City’s total cash basis net assets decreased 13.9%, or approximately $265,000 from June 30,
2004 to June 30, 2005.

USING THIS ANNUAL REPORT
The annual report consists of a series of financial statements and other information as follows:

Management'’s Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the City’s financial activities.

The City's Financial Statement consists of a Statement of Receipts, Disbursements and Cash Balances.
This statement provides information about the activities of the City as a whole and presents an overall
view of the City’s finances.

Notes to financial statements provide additional information essential to a full understanding of the data
provided in the basic financial statements.

Required Supplementary Information further explains and supports the financial statements with a
comparison of the City's budget for the year.

Other Supplementary Information provides detailed information about the City's funds.
BASIS OF ACCOUNTING

The City maintains its financial records on the basis of cash receipts and disbursements and the financial
statements of the City are prepared on that basis. The cash basis of accounting does not give effect to
accounts receivable, accounts payable and accrued items. Accordingly, the financial statements do not
present financial position and results of operations of the funds in accordance with U.S. generally
accepted accounting principles. Therefore, when reviewing the financial information and discussion
within this annual report, the reader should keep in mind the limitations resulting from the use of the cash
basis of accounting.

REPORTING THE CITY’S FINANCIAL ACTIVITIES
One of the most important questions asked about the City’s finances is, “Is the City as a whole better off
or worse off as a result of the year’s activities?” The Statement of Receipts, Disbursements and
Changes in Cash Balances reports information which helps answer this question.
The Statement of Receipts, Disbursements and Changes in Cash Balances presents the City’'s net

assets. Over time, increases or decreases in the City’s net assets may serve as a useful indicator of
whether the financial position of the City is improving or deteriorating.
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Fund Financial Statements
The City has two kinds of funds:

1) Governmental funds account for most of the City’'s basic services. These focus on how
money flows into and out of those funds, and the balances at year-end that are available for
spending. The governmental funds include: 1) the General Fund, 2) the Special Revenue
Funds, such as Road Use Tax and Urban Renewal Tax Increment, and 3) the Debt Service
Fund. The governmental fund financial statements provide a detailed, short-term view of the
City’s general government operations and the basic services it provides. Governmental fund
information helps determine whether there are more or fewer financial resources that can be
spent in the near future to finance the City's programs.

The required financial statements for governmental funds include a statement of cash receipts,
disbursements and changes in cash balances.

2) Proprietary funds account for the City’'s Enterprise Funds. Enterprise Funds are used to
report business type activities. The City maintains four Enterprise Funds to provide separate
information for the Water Fund, Electric Fund, Sewer Fund and Telecom Fund considered to
be major funds of the City.

The required financial statements for proprietary funds include a statement of cash receipts,
disbursements and changes in cash balances.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net assets may serve over time as a useful indicator of financial position. The City’s cash balance for
governmental activities increased from a year ago, from $650,638 to $806,486. The analysis that
follows focuses on the changes in cash balances for governmental activities.

Changes in Cash Basis Net Assets of Governmental Activities

Year Ended June 30,

2005 2004
Receipts and Transfers:
Program Receipts:
Charges fOr SEIVICE.......uuiii i ceiee e s $ 107,011 $ 96,680
General Receipts
PrOPEIY TAX ..o itieiieieeiti ettt ettt et 225,099 211,872
Special Assessments 59,413 75,451
Tax Increment Financing Collections 21,507 17,614
Local Option SAIES TaAX ..vcccccuvireeeiiiiieeeiiiiees eerieeeeesnieeeeesnaeeee e 76,608 73,613
INTErgovVerNMENTaAl ........coviiiiiiiiie et e e 100,753 103,234
Use of Money and Property 30,286 21,065
Licenses and Permits................... 2,100 3,624
Other General RECEIPLS ......coviviiieeiiiiiie e e 51,887 60,055
Sale of Capital ASSELS ....veeveiiiiiiee et e 80,245 -0-
= O = U ) 1= USRS 419,926 13,244
Total Receipts and Transfers $ 1,174,835 $ 676,452
Disbursements:
Public Safety.... e 8 198,757 $ 228,346
[odU] o] TR AT L0 ] 141,432 202,675
Health and Social SEIVICES .........uuueeiiiiiei e e s 3,750 3,750
Culture and RECIEALION .........covviiiriiiiiieiies ettt e 75,097 80,087
Community and Economic Development ..........ccceecvvieeeiiiiiees ceviiieeennn 1,000 368
General Government 63,849 67,830
Debt Service ........ccccvevuenee. 113,649 117,557
(07 o] r= U = (0] 1ol (= OSSO PRRP 421,454 -0-
Total Disbursements $ 1,018,988 $ 700,613
Increase (Decrease) in Cash Basis Net Assets $ 155,847 $ (24,161)
Cash Basis Net Assets - Beginning of Year 650,638 674,799
Cash Basis Net Assets - End of Year $ 806,485 $ 650,638
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Changes in Cash Basis Net Assets of Business Type Activities

Year ended June 30,

2005 2004
Receipts:
Operating Receipts:
WWAEET ...ttt et et $ 182,465 $ 164,441
EIECIIIC ..ottt e e 576,388 556,679
SN L= TN 93,090 93,213
TEIBCOM .ttt e e 101,907 169,626
INEEIEST. ...t e et . 30,380 30,208
Net BON ProCEEAS.........uviie it ettt snarea e e e -0- 84,480
Total $ 984,230 $ 1,098,647
Disbursements:
Operating Disbursements:
A =Y USSR $ 103,002 $ 135,525
EIBCIIC et e e 502,903 549,813
SEBWET e e s 122,671 95,137
B =] [<ToTo ] 1 0 1,500 111,061
DEDE SEIVICE ...eieeiiiieiet et ettt et 254,689 168,770
Net TranSfErs OUL .......ccueiiiiiiiiie i ettt e 419,926 13,244
Total $ 1,404,691 $ 1,073,550
Net Change in Cash Balance $ (420,461) $ 25,097
Cash Basis Net Assets - Beginning of Year $ 1,260,158 1,235,061
Cash Basis Net Assets - End of Year $ 839,697 $ 1,260,158

INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS

As the City of Paullina completed the year, its governmental funds reported a combined fund balance
of $806,485, an increase of $155,847 over last year's total of $650,638. The following are the major
reasons for the changes in fund balances of the major funds from the prior year.

The General Fund cash balance increased $94,639 from the prior year.

The Road Use Tax Fund cash balance increased by $60,420 during the fiscal year.

The Urban Renewal Tax Increment Fund cash balance increased by $5,933 during the year.
The Debt Service Fund cash balance increased by $5,832 during the year.

INDIVIDUAL MAJOR BUSINESS TYPE FUND ANALYSIS
The Water Fund cash balance increased by $75,236 to $221,341

The Electric Fund cash balance decreased by $481,348 to $284,338.

The Sewer Fund cash balance decreased by $34,268 to $50,917.

The Telecom Fund cash balance increased by $19,919 to $283,101.
BUDGETARY HIGHLIGHTS

Over the course of the year, the City amended its budget once. The City had sufficient cash balances
to absorb these additional costs.
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DEBT ADMINISTRATION

A comparison of the City’s debt at June 30, 2005 to June 30, 2004 follows:

Year Ended June 30,

2005 2004

G.O. BONAS AN NOLES .....uuviiiiiieeeeeeee e et e e e e e eeaan $ 305,000 $ 385,000

Special ASSESSMENT NOLES.......uuiiiiiiiiiiiiee et et e 70,000 80,000

Sewer Revolving Loan NOtES .........ccceiiiiiiiieiiiiiiis st 144,000 188,000

Electric REVENUE NOLES .......ccoeiiiiiiiiiiiirieees e e e 960,000 1,025,000
Telecommunication:

REVENUE NOLES ... e e 900,000 950,000

Total $ 2,379,000 $ 2,628,000

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with a
general overview of the City’s finances and to show the City’s accountability for the money it receives.
If you have questions about this report or need additional financial information, contact Sandy Fritz,
City Clerk, Paullina, lowa.
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Functions / Programs:
Government Activities:

Public Safety
Public Works........cccccceeveenne
Health and Social Services..
Culture and Recreation
Community and Economic Development

General GOVernMEeNt..........ccoevcvviieeeeeeeeieen e
Debt Service...............

Capital Projects

Total Governmental Activities

Business Type Activities:

Electric ...

B =1 =070 o O PUPSSR

Total
General Receipts:

Total Business Type Activities

Property Tax Levied For:

General Purposes
Tax Increment Financing ..

Debt Servi

Local Option Sales Tax....
Unrestricted Interest on Investments

Sale of Assets
Miscellaneous

Cenrniirniiinin,

CITY OF PAULLINA
Statement of Activities and Net Assets — Cash Basis
For the Year Ended June 30, 2005

Exhibit A

Net (Disbursements) Receipts and

1= 0153 (] 6 S SRPS

Total General Receipts and Transfers

Change in Cash Basis Net Assets
Cash Basis Net Assets — Beginning of Year
Cash Basis Net Assets — End of Year

Cash Basis Net Assets

Restricted:

(ST £ TP PPRP P

Urban Renewal Purpose...

Debt Servi

Other Purposes ...

[

L0012 {1 (=0 PRSPPI

Total Cash Basis Net Assets

See notes to financial statements

--------- Program Receipts Changes in Cash Basis Net Assets-----------
Operating Grants,
Contributions,
Charges for and Restricted Governmental Business Type
Disbursements Service Interest Activities Activities Total

............................. $ 198,757 % 4500 $ 0- % (194,257) $ 0- % (194,257)
141,432 98,677 93,456 50,701 -0- 50,701

3,750 -0- -0- (3,750) -0- (3,750)

............................ 75,097 9,334 -0- (65,763) -0- (65,763)
............................ 1,000 -0- -0- (2,000) -0- (2,000)
63,849 16,944 -0- (46,905) -0- (46,905)

113,649 -0- -0- (113,649) -0- (113,649)

............................ 421,454 -0- -0- (421,454) -0- (421,454)
$ 1,018,988 $ 129,455 $ 93,456 $ (796,077) $ -0- $ (796,077)

103,002 $ 182,465 $ -0- $ -0- $ 79,463 $ 79,463

174,548 93,090 -0- -0- (81,458) (81,458)

622,445 576,388 -0- -0- (46,057) (46,057)

84,770 101,907 -0- -0- 17,137 17,137

$ 984,765 $ 953,850 $ -0- $ -0- $ (30,915) $ (30,915)

$ 2,003,753 $ 1,083,305 $ 93,456 $ (796,077) $ (30,915) $ (826,992)
........................................................................................................................... $ 215,003 $ -0- $ 215,003
21,507 -0- 21,507

69,509 -0- 69,509

............ 76,608 -0- 76,608

...... 15,442 30,380 45,822

.................. 80,245 -0- 80,245
............................................................................................................................ 53,684 -0- 53,684
419,926 (419,926) -0-

$ 951924 % (389,546) $ 562,378
$ 155,847 % (420,461) $ (264,614)

650,638 1,260,158 1,910,796

$ 806,485 $ 839,697 $ 1,646,182

$ 0- % 0- % -0-

......... -0- -0- -0-

...... 215,944 735,953 951,897

286,504 -0- 286,504

304,037 103,744 407,781

$ 806,485 $ 839,697 $ 1,646,182
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Receipts:
Property TaX .......cocceeveeveinineeenine oninee
Tax Increment Financing Collections...
Other City TaX....ooooeeeeriiieeeeiieee e e

Licenses and PermitS.......ccccoovcvveveviivieesins evivneesnnns
Use of Money and Property...........cccoeveveeiieennne vee

Intergovenmental ..............
Charges for Services.....
Special Assessments....

MiISCEIANEOUS ... e

Total Receipts

Disbursements:
Operating:

PUbIiC Safety......c.ueiiiiiiiiiiiiee e

Public Works.........cccccvvvenns
Health and Social Services .
Culture and Recreation .............ccccvvvveenn...
Community and Economic Development....
General Government...........cccccvveeveeeeeeenn,

Debt SerVICe.....coiiiiiiiiiie et e
Capital Projects........ccccveiieiiiiiiieiis v

Total Disbursements

Excess (Deficiency) of Receipts over Disbursements

Other Financing Sources (Uses):

Operating Transfers In (OUL) ........coccceeriiiieriiiine e
Sale of Capital ASSEtS.......cccevvuveriiiriieiieen e
Total Other Financing Sources (Uses)

Net Change in Cash Balances
Cash Balances — Beginning of Year
Cash Balances — End of Year

Cash Basis Net Assets
Restricted:

Debt SErVICE ...t e

Unrestricted:

General FUN........cccvveiiiie e e

Special Revenue Fund .

Capital Projects Fund ...........cccooceeeeniiieennn e

Total Cash Basis Fund Balances

See notes to financial statements

CITY OF PAULLINA
Statement of Cash Receipts, Disbursements and Changes in Cash Balances
Governmental Funds
For the Year Ended June 30, 2005

Other Nonmajor

Exhibit B

Road Use Urban Renewal Debt Governmental
General Tax Tax Increment Service Funds Total
$ 169,788 $ -0- $ -0- $ 10,096 $ 45,215 $ 225,099
-0- -0- 21,507 -0- -0- 21,507
-0- -0- -0- -0- 76,608 76,608
.......................................... 2,100 -0- -0- -0- -0- 2,100
........................................... 23,244 -0- 426 6,072 544 30,286
7,297 93,456 -0- -0- -0- 100,753
107,011 -0- -0- -0- -0- 107,011
-0- -0- -0- 59,413 -0- 59,413
.......................................... 51,887 -0- -0- -0- -0- 51,887
$ 361,327 $ 93,456 $ 21933 $ 75581 $ 122,367 $ 674,664
.......................................... $ 167,514  $ 0- % 0- % -0- $ 31,243 $ 198,757
...... 108,243 33,036 -0- -0- 153 141,432
3,750 -0- -0- -0- -0- 3.750
72,061 -0- -0- -0- 3,036 75,097
1,000 -0- -0- -0- -0- 1,000
. 62,955 -0- -0- -0- 894 63,849
.......................................... -0- -0- -0- 113,649 -0- 113,649
.......................................... -0- -0- -0- -0- 421,454 421,454
415,523 33,036 $ -0- 113,649 456,780 1,018,988
(54,196) $ 60,420 $ 21,933 (38,068) $ (334,413) $ (344,324)
........................................... $ 68,590 $ -0- $ (16,000) $ 43,900 $ 323,436 $ 419,926
........................................... 80,245 -0- -0- -0- -0- 80,245
148835 $ -0- (16,000) $ 43,900 323,436 $ 500,171
94,639 $ 60,420 5933 % 5,832 (20,977) $ 155,847
209,398 195,575 12,706 210,112 22,847 650,638
$ 304,037 $ 255,995 §$ 18,639 $ 215944 $ 11,870 $ 806,485
.......................................... $ 0- % 0- % -0- $ 215,944  $ -0- $ 215,944
.......................................... 304,037 -0- -0- -0- -0- 304,037
-0- 255,995 18,639 -0- 16.867 291,501
........................................... -0- -0- -0- -0- (4,997) (4,997)
$ 304,037 $ 255,995 $ 18,639 $ 215944 $ 11,870 $ 806,485
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Operating Receipts:

Charges for SEIVICES. ......cocuuiiiiiiiieiiiiee e e

CITY OF PAULLINA

Statement of Cash Receipts, Disbursements and

Changes in Cash Balances
Proprietary Funds
For the Year Ended June 30, 2005

SalesS TaX....covveeeriieeeciieeeeiies v
Refunds and Reimbursements......

DPOSIES. ..eeeee ettt et et e ee e
MISCEIIANEOUS .......vveeeeiiiee et et e ee e se e see e e

Total Operating Receipts

Operating Disbursements:
Business Type Activities:

Personal SEIVICES .......cccuuiiiiiiee s ceee e

Contractual Services.....
Economic Development ...........ccccevieviieeniies e
Purchase Current..............
Services and Commodities..

SAIES TAX..eiiiiriiieiiee et e s
Capital OUAY .....coeeeeeeiiee e e e
Deposit REfUNAS .........ooiiiiiiiiiiiiieeee e

Total Operating Disbursements

Excess (Deficiency) of Operating Receipts
Over Operating Disbursements

Non-Operating Receipts (Disbursements):

(D= o] SR SY=T Y ot PR
Interest 0N INVESTMENTS.........cuviiiiiiiiiiiiiis v eeeeeas

Total
Excess (Deficiency) of Receipts over Disbursements
Operating Transfers In (Out)
Net Change in Cash Balances
Cash Balances — Beginning of Year
Cash Balances — End of Year

Cash Basis Fund Balances

Reserved for Debt Services ........ccoocvvvveiiciieiiit e
UNFESEIVEA ...t e e aas 2aeeaeas
Total Cash Basis Fund Balances

See notes to financial statements

Exhibit C

Water Electric Sewer Telecom Total
............................... $ 166,217 $ 544,646 91,800 101,907 904,570
...... 11,141 22,140 897 -0- 34,178
............... 4,834 5,927 393 -0- 11,154
............................... -0- 3,069 -0- -0- 3,069
................................ 273 606 -0- -0- 879
$ 182,465 $ 576,388 93,090 101,907 953,850
............................... $ 46,990 $ 130,780 69,986 -0- 247,756
5,955 14,489 14,892 1,500 36,836
2,504 -0- -0- -0- 2,504
-0- 260,251 -0- -0- 260,251
36,427 73,250 36,889 -0- 146,566
............................... 11,126 21,980 904 -0- 34,010
................................ -0- -0- -0- -0- -0-
................................ -0- 2,153 -0- -0- 2,153
$ 103,002 $ 502,903 122,671 1,500 730,076
$ 79,463 $ 73,485 (29,581) 100,407 223,774
............................... $ -0- $ (119,542) (51,877) (83,270) (254,689)
............................... 3,973 23,625 -0- 2,782 30,380
$ 3,973 (95,917) (51,877) (80,488) (224,309)
$ 83,436 (22,432) (81,458) 19,919 (535)
(8,200) (458,916) 47,190 -0- (419,926)
$ 75236 @ $ (481,348) (34,268) 19,919 (420,461)
146,105 765,686 85,185 263,182 1,260,158
$ 221,341 $ 284,338 50,917 283,101 839,697
............................... $ 42,606 $ 529,044 45,902 118,401 735,953
............................... 178,735 (244,706) 5,015 164,700 103,744
$ 221,341 $ 284,338 50,917 283,101 839,697
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CITY OF PAULLINA
Notes to Financial Statements
June 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The City of Paullina is a political subdivision of the State of lowa located in O'Brien County. It wasifst incorporated in

1883 and operates under the Home Rule provisions of the Constitution of lowa. The City operates under the Mayor

Council form of government with the Mayor and Council Members elected on a nonpartisan basis. The City provides

numerous services to citizens including public safety, public works, culture, recreation, public improvements and general
administrative services. The City also provides water, sewer, and electrical utilities for its citizens.

A. Reporting Entity

For financial reporting purposes, City of Paullina has included all funds, organizations, account groups,
agencies, boards, commissions and authorities. The City has also considered all potential component
units for which it is financially accountable, and other organizations for which the nature and
significance of their relationship with the City are such that exclusion would cause the City's financial
statements to be misleading or incomplete. The Governmental Accounting Standards Board has set
forth criteria to be considered in determining financial accountability. These criteria include appointing
a voting majority of an organization's governing body, and (1) the ability of the City to impose its will on
that organization or (2) the potential for the organization to provide specific benefits to, or impose
specific financial burdens on the City. The City of Paullina has no component units.

B. Basis of Presentation

Government-wide Financial Statements - The Statement of Activities and Net Assets reports
information on all of the nonfiduciary activities of the City. For the most part, the effect of interfund
activity has been removed from this statement. Governmental activities, which are supported by tax
and intergovernmental revenues, are reported separately from business type activities, which rely to a
significant extent on fees and charges for services.

The Statement of Activities and Net Assets presents the City’s nonfiduciary net assets. Net
assets are reported in two categories:

Restricted net assets result when constraints placed on net asset use are either
externally imposed or imposed by law through constitutional provisions or enabling
legislation.

Unrestricted net assets consist of net assets that do not meet the definition of the
preceding category. Unrestricted net assets often have constraints on resources
imposed by management, which can be removed or modified.

The Statement of Activities and Net Assets demonstrates the degree to which the direct
disbursements of a given function are offset by program receipts. Direct disbursements are
those clearly identifiable with a specific function. Program receipts include 1) charges to
customers or applicants who purchase, use or directly benefit from goods, services or privileges
provided by a given function and 2) grants, contributions and interest on investments restricted
to meeting the operational or capital requirements of a particular function. Property tax and
other items not properly included among program receipts are reported instead as general
receipts.

Fund Financial Statements — Separate financial statements are provided for governmental
funds and proprietary funds. Major individual governmental funds and major individual
enterprise funds are reported as separate columns in the fund financial statements. All
remaining governmental funds are aggregated and reported as nonmajor governmental funds.
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CITY OF PAULLINA
Notes to Financial Statements
June 30, 2005

The City reports the following major governmental funds:

The General Fund is the general operating fund of the City. All general tax receipts and
other receipts not allocated by law or contractual agreement to some other fund are
accounted for in this fund. From the fund are paid the general operating disbursements,
the fixed charges and the capital improvement costs that are not paid from other funds.

Special Revenue:

The Road Use Tax Fund is used to account for road construction and
maintenance.

The Urban Renewal Tax Increment Fund is used to account for urban renewal
projects financed by tax increment financing.

The Debt Service Fund is utilized to account for the payment of interest and principal on the
City’s general long-term debt.

The City reports the following major proprietary funds:

The Water Fund accounts for the operation and maintenance of the City’s water system.

The Sewer Fund accounts for the operation and maintenance of the City’s waste water
treatment and sanitary sewer system.

The Electric Fund accounts for the operation and maintenance of the City’s electric system.
The Telecom Fund accounts for the operations of the telecom system.

C. Measurement Focus and Basis of Accounting

The City of Paullina maintains its financial records on the basis of cash receipts and disbursements
and the financial statements of the City are prepared on that basis. The cash basis of accounting does
not give effect to accounts receivable, accounts payable and accrued items. Accordingly, the financial
statements do not present financial position and results of operations of the funds in accordance with
U.S. generally accepted accounting principles.

Proprietary funds distinguish operating receipts and disbursements from non-operating items.
Operating receipts and disbursements generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. All receipts and
disbursements not meeting this definition are reported as non-operating receipts and disbursements.

D. Budgets and Budgetary Accounting

The budgetary comparison and related disclosures are reported as Required Supplementary
Information. During the year ended June 30, 2005, disbursements exceeded the amounts budgeted in
the debt service function.

NOTE 2 - DEPOSITS AND POOLED INVESTMENTS:

The City's deposits at June 30, 2005 were entirely covered by Federal depository insurance, or by the state sinking fund
in accordance with Chapter 12C of the Code of lowa. This chapter provides for additional assessments against the
depositories to insure there will be noloss of public funds.
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CITY OF PAULLINA
Notes to Financial Statements
June 30, 2005

The City is authorized by statute to invest public funds in obligations of the United States government, its agencies and
instrumentalities; certificates of deposit or other evidences of deposit at federally insured depository institutions approved
by the City Council and the Treasurer of the State of lowa; prime eligible bankers acceptances; certain higkrated

commercial paper; perfected repurchase agreements;certain registered open-end management investment companies;

certain joint investment trusts; and warrants or improvement certificates of a drainage district.

The City had no investments at June 30,2005; however the City's time deposits were as follows:

Certificates of Deposit $ 791,978

NOTE 3 - BONDS AND NOTES PAYABLE:

Annual debt service requirements to maturity forGeneral Obligation Bonds and Notes, revolving loan fund loans, special
assessment notes and Revenue Capital Loan Notes are as follows:

Year General Obligation Revolving
Ending Bonds and Notes Loan Fund
June 30 Principal Interest Principal Interest
2006.....ccccciriieiannnn $ 45,000 $ 14,287 $ 46,000 $ 6,034
2007 ..ot 50,000 12,293 48,000 4,106
2008.....ccccoiriieiannn 55,000 10,040 50,000 2,095
2009....ccciirrienenn 55,000 7,510 -0- -0-
2010...cccciiriieennenn 55,000 4,930 -0- -0-
220 ) 15,000 2,295 -0- -0-
2012 15,000 1,545 -0- -0-
2013 15,000 780 -0- -0-
2014, -0- -0- -0- -0-
2015, -0- -0- -0- -0-
2016...ccciiiiieienn -0- -0- -0- -0-
TOTAL $ 305,000 $ 53680 $ 144,000 $ 12,235
Electric Revenue
Year Special Assessment Capital Loan Notes
Ending Capital Loan Issued 2-1-01
June 30 Principal Interest Principal Interest
2006....cccccceriieiannnn $ 10,000 $ 3575 $ 70,000 $ 50,975
2007 ..o 10,000 3,125 70,000 47,475
2008....cccoecrrieernn 10,000 2,650 75,000 43,940
2009....ccciirriennn 10,000 2,150 80,000 40,115
2010 10,000 1,635 80,000 35,995
2011, 10,000 1,105 85,000 31,835
2012, 10,000 560 90,000 27,330
2013 -0- -0- 95,000 22,515
2014, -0- -0- 100,000 17,385
2015 -0- -0- 105,000 11,935
2016...cccieriennenn -0- -0- 110,000 6,160
TOTAL $ 70,000 $ 14800 $ 960,000 $ 335,660
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CITY OF PAULLINA
Notes to Financial Statements
June 30, 2005

Telecommunications
Revenue Capital

Year Loan Notes
Ending Issued 4-1-04 Total
June 30 Principal Interest Principal Interest
2006.....cccceeeeeeeeis $ 50,000 $ 35,013 $ 221,000 $ 109,884
2007 ..o 55,000 33,937 233,000 100,936
2008.....ccceeeeeeeeins 55,000 32,563 245,000 91,288
2009.....ccoeeeeeeis 55,000 30,995 200,000 80,770
2010....cccieeeeeeeees 55,000 29,235 200,000 71,795
2011 .. 60,000 27,338 170,000 62,573
2012, 60,000 25,117 175,000 54,552
2013 65,000 22,777 175,000 46,072
2014, 65,000 20,145 165,000 37,530
2015....ccieeeeeees 70,000 17,415 175,000 29,350
2016....cccceeeeeeeens 70,000 14,405 180,000 20,565
2017 .., 75,000 11,290 75,000 11,290
2018....ccvveeeeeeees 80,000 7,840 80,000 7,840
2019, 85,000 4,080 85,000 4,080
TOTAL $ 900,000 $ 312,150 $ 2,379,000 $ 728,525

NOTE 4 - PENSION AND RETIREMENT BENEFITS:

The City contributes to the lowa Public Employees Retiement System (IPERS) which is a costsharing multiple-

employer defined benefit pension plan administered by the State of lowa. IPERS provides retirement and death benefits
which are established by State statute to plan members and beneficiaries. IPERS isues a publicly available financial

report that includes financial statements and required supplementary information. The report may be obtained by writing
to IPERS, P.O. Box 9117, Des Moines, lowa, 50306-9117.

Plan members are required to contribute 3.70% of their annual salary and the City is required to contribute 5.75% of
annual covered payroll except for police employees, in which case the percentages are5.93% and 8.90%, respectively.
Contribution requirements are established by State statute. TheCity’s contribution to IPERS for the years ended June
30, 2005, 2004, and 2003 were $11,288, $13,627, and $14,120, respectively, equal to the required contributions for
each year.

NOTE 5 - COMPENSATED ABSENCES:

City employees accumulate a limited amountof earned but unused vacation hours for subsequent use or for payment
upon termination, retirement or death. These accumulations are not recognized as disbursements by the City until used
or paid. The City's approximate liability for earned compensatedabsences payable to employees at June 30, 2005 is as
follows:

Type of Benefit Amount
Vacation $ 2,470

This liability has been computed based on rates of pay as of June 30,2005.

As sick leave is not payable upon termination, retirement or death, theminimum accumulated sick leave is not presented
as part of these financial statements.

NOTE 6 - RISK MANAGEMENT:

The City of Paullina is exposed to various risks of loss related to torts; theft, damage to and destruction of assets; errors
and omissions; injuries to employees; and natural disasters. These risks are covered by the purchase of commercial
insurance. Settled claims from these risks have not exceeded commercial insurance coverage in any of the past three
fiscal years.
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CITY OF PAULLINA
Notes to Financial Statements
June 30, 2005

NOTE 7 — TELECOMMUNICATIONS PROJECT:

On May 2, 1999 the City of Paullina entered into a Joint Public Improvement agreement with other communities in
O'Brien County, under Chapter 28E of the Code of lowa, to acquire property and construct facilities to provide
telecommunication services to the cities. Each party is responsible for retiring its portion of the debt incurred. The
Community Cable Television Agency of O'Brien County is controlled by a jointly apointed Board of Directors and is
operated apart from the City’s operations. The financial information for the Community Cable Television Agency is not
included in the City’s financial statements.

NOTE 8 — INTERFUND TRANSFERS:

The detail of interfund transfers for the year ended June 30, 2005, is as follows:

Transfer to: Transfer from: Amount
General SpecialRrevenue:
Emergency $ 4,753
Local Option Sales Tax 63,837
$ 68,590
Debt Service Special Revenue:
Local Option Sales Tax $ 12,803
Enterprise:
Water 8,200
Electric 22,897
$ 43,900
Sewer Enterprise:
Electric $ 47,190
Capital Projects Enterprise:
Electric $ 388,829
Urban Renewal Tax Increment 16,000
$ 404,829
Total $ 564,509
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Budget and Actual (Cash Basis)- All Governmental Funds and Proprietary Fund

Receipts:
ProPerty TaX ....coooiiiiiiiiiieee ettt
Tax Increment Financing Collections... .
Other City TaX.....coovveeeriireesieeecieeens
Licenses and Permits.........

Use of Money and Property............occeeeeeeeeennieesieeeesnieee s

INtErgovernNMENtal..........ccveviiieeeeeiiie e
Charges for Service...
Special Assessments.

MISCEIIANEOUS .......vvveeiiiiiee et e sre e e e

Total Receipts

Disbursements:
PUDIC Safely....ccciiiiiee et
PUDIIC WOTKS.....ccii oot
Health and Social SErVICES.........cccveveeeiiiiiiiiiee e
Culture and Recreation.............cccveevcvveeenns
Community and Economic Development...
General Government....
Debt Service..............
Capital Projects............. .
BuSINeSS Type ACHVItIES........ueiiiiiiiieiiiee e
Total Disbursements

Excess (Deficiency) of Receipts Over Disbursements

Other Financing Sources, Net..........ccccvveieei i

Excess (Deficiency) of Receipts and Other Financing
Sources Over Disbursements and Other Financing Sources......

Balances — Beginning of Year

Balances — End of Year

See accompanying independent auditor’s report

City of Paullina
Budgetary Comparison Schedule
of Receipts, Disbursements, and Changes in Balances

Required Supplementary Information
Year Ended June 30,2005

Governmental Proprietary Less Funds Final to
Funds Funds Not Requiredto ~ —mmeeeee] Budgeted Amounts------------ Net
Actual Actual be Budgeted Net Original Final Variance
225,099 $ -0- $ -0- $ 225,099 $ 221,332 $ 221,332 $ 3,767
21,507 -0- -0- 21,507 16,000 16,000 5,507
76,608 -0- -0- 76,608 69,674 69,674 6,934
2,100 -0- -0- 2,100 2,195 2,195 (95)
30,286 -0- -0- 30,286 51,687 51,687 (21,401)
100,753 -0- -0- 100,753 105,253 105,253 (4,500)
107,011 984,230 -0- 1,091,241 1,080,377 1,080,377 10,864
59,413 -0- -0- 59,413 57,116 57,116 2,297
51,887 -0- -0- 51,887 15,810 48,912 2,975
674,664 $ 984,230 $ -0- $ 1,658,894 $ 1,619,444 $ 1,652,546 $ 6,348
198,757 % 0- 8 0- 8 198,757 % 173528 % 210,309 % 11,552
141,432 -0- -0- 141,432 186,611 186,611 45,179
3,750 -0- -0- 3,750 4,000 4,000 250
75,097 -0- -0- 75,097 71,749 105,749 30,652
1,000 -0- -0- 1,000 1,000 1,000 -0-
63,849 -0- -0- 63,849 77,715 77,715 13,866
113,649 -0- -0- 113,649 113,297 113,297 (352)
421,454 -0- -0- 421,454 -0- 433,847 12,393
-0- 984,765 -0- 984,765 1,082,958 1,136,228 151,463
1,018,988 984,765 $ 0- 8 2,003,753 1,710,858 2,268,756 $ 265,003
(344,324) $ (535) $ 0 $ (344,859) $ (91,414) $ (616,210) $ 271,351
500,171 (419,926) -0- 80,245 500 500 79,745
155,847 $ (420,461) $ 0 $ (264,614) $ (90,914) $ (615,710) $ 351,096
650,638 1,260,158 -0- 1,910,796 1,573,655 1,573,655
806,485 $ 839,697 $ 0- 3 1,646,182 $ 1482741 $ 957,945
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CITY OF PAULLINA
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -
BUDGETARY REPORTING
JUNE 30, 2005

The budgetary comparison is presented as Required Supplementary Information in accordance
with Governmental Accounting Standards Board Statement No. 41 for governments with
significant budgetary perspective differences resulting from not being able to present budgetary
comparisons for the General Fund and each major Special Revenue Fund.

Formal and legal budgetary control is based upon ten major classes of disbursements known as
functions, not by fund or fund type. These ten functions are: public safety, public works, health
and social services, culture and recreation, community and economic development, general
government, debt service, capital projects, business type activities and non-program. Function
disbursements required to be budgeted include disbursements for the General Fund, Special
Revenue Funds, Debt Service Fund, Capital Projects Funds and Proprietary Funds. Although
the budget document presents function disbursements by fund, the legal level of control is at the
aggregated function level, not by fund. During the year, a budget amendment increased
budgeted disbursements by $557,898. The budget amendment is reflected in the final
budgeted amounts.

During the year ended June 30, 2005, disbursements exceeded the amounts budgeted in the
Debt Service function.
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CITY OF PAULLINA

Statement of Cash Receipts, Disbursements and
Changes in Cash Balances

Nonmajor Governmental Funds
Year Ended June 30, 2005

Schedule 1

Local
Employee Option Capital
Emergency Benefits Sales Tax Projects Total
Receipts:

PIOPEITY TAXES. . c.uieutesieeiteeriesiieitians seresteeseaseesseesesssesseans sreessaensesseesseessesseesseans see $ 4710 % 40,505 -0- -0- 45,215

Other City TaX.......ccccvvvenen. -0- -0- 76,608 -0- 76,608

Use Of MONEY aNd PrOPEIY........uueiiiiiiieiitiiieat ceeesiiiee et eeesiie e s sveeeesanneeens 43 250 32 219 544

Total Receipts $ 4,753 $ 40,755 76,640 219 122,367
Disbursements:
Operating:

PUDIC SAFELY ..t et e e et e e e e e e aee 2eanes $ -0- $ 31,243 -0- -0- 31,243

Public Works -0- 153 -0- -0- 153

Health and SOCIal SEIVICES ........ccviiiiiiiiieiiieiit st e -0- -0- -0- -0- -0-

Culture and RECIEALION .........eiiiiiiiee it eiie ceeieie ettt beeesaibeeeesaeeeeas -0- 3,036 -0- -0- 3,036

General GOVEIMMENT.......ciuieiiiiiieeiieteiis ettt ettt ais eraeeenbreesaeeeaeeaaeees -0- 894 -0- -0- 894

Debt Service:
(= o] c= 1IN = o] =101 T OO P PP PP PP -0- -0- -0- 421,454 421,454
Total Disbursements $ -0- 35,326 -0- 421,454 456,780
Excess (Deficiency) of Receipts Over Disbursements $ 4,753 5,429 76,640 (421,235) (334,413)
Other Financing Sources (Uses):

TranSTErs IN (OUL).....ccueiieicieciecie et ettt ettt eeteeneeereeaesreesbeenne e (4,753) -0- (76,640) 404,829 323,436
Net Changes in Cash Balances $ 0- % 5,429 -0- (16,406) (10,977)
Cash Balances — Beginning of Year -0- 11,438 -0- 11,409 22,847
Cash Balances — End of Year $ -0- $ 16,867 -0- (4,997) 11,870
Cash Basis Fund Balances

Unreserved:
Special REVENUE FUNAS .......ooieiiiiiiieiieeet ceteeie ettt es erteeneesreenaeeneens $ -0- % 16,867 -0- -0- 16,867
Capital ProJECt FUNG.........ccviiiieieiiesieeies cesteeie e ste e sesteeseesseesaeenaesreenes -0- -0- -0- (4,997) (4,997)
Total Cash Basis Fund Balances $ 0- 3 16,867 -0- (4,997) 11.870

See notes to financial statements
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Schedule 2
CITY OF PAULLINA

Statement of Indebtedness
Year Ended June 30, 2005

Amount Balance Issued Redeemed Balance Interest
Date of Interest Originally Beginning During During End Interest Due and
Obligation Issue Rates Issued of Year Year Year of Year Paid Unpaid
General Obligation Notes:
Street Improvements April 1, 1994 4.25-5.75% $ 290,000 $ 35000 $ -0- $ 35000 % -0- $ 2013 % -0-
Essential Corporate Purpose May 1, 1999 4.10-4.75% 340,000 225,000 -0- 35,000 190,000 10,325 -0-
Essential Corporate Purpose June 1, 2003 3.60-5.20% 135,000 125,000 -0- 10,000 115,000 5,910 -0-
$ 765,000 $ 385000 $ -0- $ 80,000 $ 305000 $ 18248 $ -0-
Special Assessment Notes:
Street Improvements June 1, 2002 3.75-5.60% $ 93,000 $ 80000 $ 0 $ 10000 $ 70000 $ 400 $ -0-
Revolving Loan Fund:
Sewage Treatment Works February 13, 1999 4.19% $ 418,000 $ 188,000 -0- $ 44000 $ 144000 $ 7877 % -0-
Electric Revenue:
Capital Loan Notes February 1, 2001 4.70-5.60% $1,200,000 $1.025,000 $ -0- $ 65000 $ 960,000 $ 54193 $ -0-
Telecommunications
Revenue Capital Notes April 1, 2005 1.80-4.80% $ 950,000 $ 950,000 -0- $ 50,000 $ 900,000 $ 32,920 -0-

See accompanying independent auditor’s report.
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CITY OF PAULLINA
SCHEDULE OF RECEIPTS BY SOURCE AND DISBURSEMENTS BY FUNCTION -
ALL GOVERNMENTAL FUNDS

FOR THE LAST FOUR YEARS

Schedule 4

See accompanying independent auditor’s report.

2005 2004 2003 2002
Receipts:
Property TaX .....ccceeeeeeeeeereciecie e $ 225,099 $ 211,872 $ 228,905 $ 216,410
Tax Increment Financing Collections............. 21,507 17,614 -0- -0-
Other City TaX . .ccouoverreeeeiieeeeiees e e 76,608 73,613 74,835 72,757
Licenses and PermitS..........ccceeeeeiivieeeeeivinecens 2,100 3,624 761 739
Use of Money and Property ..........ccccceeeeeunnen. 30,286 21,065 25,822 39,414
Intergovernmental ...........ccccceeeiviiiiee s eee e, 100,753 103,234 116,254 118,119
Charges for SEerviCes ........coovvvveeiiiiinieeeen e, 107,011 96,680 88,145 92,306
Special ASSESSMENTS......ccovvvvieeeeiiiiereee e 59,413 75,451 86,484 86,012
MisSCellan@ous ...........eeevieieiieiiiee e e, 51,887 60,055 40,925 117,978
Sale of Capital ASSetS........cccveeveeriiiiiieeeeeeee. 80,245 -0- -0- -0-
Total $ 754,909 $ 663,208 $ 662,131 $ 743,735
Disbursements:

Operating:
Public Safety ......cccceevviiiiiice e, $ 198,757 $ 228,346 $ 161,320 $ 151,746
Public WOrKS ......vvvieeeiieiiiiiieeeeeeeeee i, 141,432 203,043 184,518 110,858
Health and Social Services ..........cccec....... 3,750 3,750 -0- -0-
Culture and Recreation ............cccvveeeeeene. 75,097 80,087 76,330 82,986
Community and Economic Development . 1,000 -0- 8,801 3,929
General Government............ceeeeeeevveeeeennn. 63,849 67,830 61,439 59,266
DEDt SEIVICE ...uvvviiiiiieieiiieiieeeeeeeee e 113,649 117,557 91,368 82,288
Capital Projects........ccccccevviveieeeiiiiie e, 421,454 -0- 9,994 330,889
Total $ 1,018,988 $ 700,613 $ 593,770 $ 821,962
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Schedule 5

CITY OF PAULLINA
STATEMENT OF CASH RECEIPTS, DISBURSEMENTS
AND CHANGES IN CASH BALANCE
GENERAL FUND
YEAR ENDED JUNE 30, 2005

GENERAL LIBRARY TOTAL
Receipts:
o701 4 Y I U $ 169,788 $ -0- $ 169,788
Licenses and PermitS..........ccccuiiiiiieie it e veeeeeans 2,100 -0- 2,100
Use of Money and Property:
INEEIEST ...t et b e e e e e 8,186 214 8,400
RENT e e e 14,844 -0- 14,844
Intergovernmental:
Bank Franchise 1,797 -0- 1,797
(700 ] o 2SO PPRRPPPRN -0- 5,500 5,500
Charges for Service:
(=T =T 1= TSRS 71,261 -0- 71,261
Fire Service 4,500 -0- 4,500
Ambulance ...... 27,416 -0- 27,416
Library Fees -0- 3,834 3,834
Miscellaneous:
Reimbursements and Refund ............cccooiiiiiiiiiees v 13,154 -0- 13,154
Donations and Grants 33,102 -0- 33,102
MISCEIIANEOUS. .....eeeiiiiieeeiie et et e eneeeeeneeees 3,985 1,646 5,631
Total Receipts $ 350,133 $ 11,194 $ 361,327
Disbursements:
Public Safety:
POLICE ..ttt e e $ 89,408 $ -0- $ 89,408
i 60,302 -0- 60,302
17,804 -0- 17,804
Public Works:
o] o IV 1 (= RS 61,099 -0- 61,099
Airport 4,663 -0- 4,663
Street MaINTENANCE .....covviie et ceeeiir e e e ee e e saeeeeas 32,821 -0- 32,821
SHrEET LIGNTS .oiiiiiiie et e e e e 7,601 -0- 7,601
Traffic Safety ................... 2,059 -0- 2,059
Health and Social Services 3,750 -0- 3,750
Culture and Recreation:
[ To (=T Vi [0 o (RSP UUPPRS 12,000 -0- 12,000
Parks............ 3,259 -0- 3,259
Cemetery... 5,000 -0- 5,000
LiDrary ... e, 24,520 27,282 51,802
Community and Economic Development ..........ccccevvveriienieen evnieennne. 1,000 -0- 1,000
General Government:
MaAYOTr — COUNCIL ...eeiiiiiiiiiiiii et e eree e 12,112 -0- 12,112
(0313 O 1= SRR 24,177 -0- 24,177
Professional Services... 11,328 -0- 11,328
General ......ccocveveeeeeen, 1,510 -0- 1,510
(0313 -1 SRR 13,828 -0- 13,828
Total Disbursements $ 388,241 $ 27,282 $ 415,523
Excess (Deficiency) of Receipts over Disbursements $ (38,108) $ (16,088) $ (54,196)
Other Financing Sources (Uses):
Sale of Capital Assets 80,245 -0- 80,245
Transfers IN (OUL) ....oooieiieiee et et treeeeieeee e 48,930 19,660 68,590
Net $ 91,067 $ 3,572 $ 94,639
Cash Balances — Beginning of Year 179,623 29,775 209,398
Cash Balances — End of Year $ 270,690 $ 33,347 $ 304,037
Cash Basis Fund Balances:
Unreserved:
General Fund $ 270,690 $ 33,347 $ 304,037
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DAVID A. MASKE

Certified Public Accountant

110 West 4th Street — Suite # 105 712/262-6087
P.O. Box 1297 (fax) 712/262-6089
Spencer, IA 51301 maskecpa@ncn.net

Independent Auditor’s Report on Internal Control over Financial Reporting
and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in Accordance
with Government Auditing Standards

To the Honorable Mayor and
Members of the City Council

City of Paullina

Paullina, lowa

| have audited the financial statements of the City of Paullina, lowa, as of and for the year ended June 30, 2005, and have issued
my report thereon dated October 14, 2005. My report expressed an unqualified opinion on the financial statements which were
prepared in conformity with an other comprehensive basis of accounting. | conducted my audit in accordance with U.S. generally
accepted auditing standards, and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing my audit, | considered the City of Paullina’s internal control over financial reporting in order to determine
my auditing procedures for the purpose of expressing my opinion on the financial statements and not to provide assurance on the
internal control over financial reporting. However, | noted certain matters involving the internal control over financial reporting and
its operation that | consider to be reportable conditions. Reportable conditions involve matters coming to my attention relating to
significant deficiencies in the design or operation of the internal control over financial reporting that, in my judgment, could adversely
affect the City of Paullina’s ability to record, process, summarize and report financial data consistent with the assertions of
management in the financial statements. Reportable conditions are described in Part | of the accompanying Schedule of Findings.

A material weakness is a condition in which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigred
functions. My consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal
control that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, of the reportable conditions described above, | believe item 05-I-A is a material
weakness. Prior year reportable conditions have been resolved except for item 05-1-A.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Paullina’s financial statements are free of material
misstatement, | performed tests of its compliance with certain provisions of laws, regulations, contracts and grants, non-compliance
with which could have a direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of my audit and, accordingly, | do not express such an opinion.
The results of my tests disclosed no instances of non-compliance that are required to be reported under Government Auditing
Standards. However, | noted certain immaterial instances of non-compliance that are described in Part Il of the accompanying
Schedule of Findings.

Comments involving statutory and other legal matters about the City’s operations for the year ended June 30, 2005 are based
exclusively on knowledge obtained from procedures performed during my audit of the financial statements of the City. Since my
audit was based on tests and samples, not all transactions that might have had an impact on the comments were necessarily
audited. The comments involving statutory and other legal matters are not intended to constitute legal interpretations of those
statutes. Prior year statutory comments have been resolved.

This report, a public record by law, is intended solely for the information and use of the officials, employees and citizens of the City
of Paullina and other parties whom the City of Paullina may report. This report is not intended to be and should not be used by
anyone other than these specified parties.

| would like to acknowledge the many courtesies and assistance extended to me by personnel of the City of Paullina during the

course of my audit. Should you have any questions concerning any of the above matters, | shall be pleased to discuss them with
you at your convenience.

_DAND A Mnske CHF

DAVID A. MASKE
Certified Public Accountant

October 14, 2005
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CITY OF PAULLINA
SCHEDULE OF FINDINGS
FOR THE YEAR ENDED JUNE 30, 2005

PART | - FINDINGS RELATED TO THE GENERAL PURPOSE FINANCIAL STATEMENTS:

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

REPORTABLE CONDITIONS:

05-1-A

Segregation of Duties — One important aspect of internal control is the segregation of duties among
employees to prevent an individual employee from handling duties which are incompatible. The cash
receipts listing, bank deposits and the posting of the cash receipts to the cash receipts journal are all
done by the same person.

Recommendation — | realize that with a limited number of office employees, segregation of duties is
difficult. However, the City should review its control procedures to obtain the maximum internal control
possible under the circumstances.
Response — We will consider this.

Conclusion — Response accepted.

PART Il - OTHER FINDINGS RELATED TO STATUTORY REPORTING:

05-11-A
05-11-B
05-11-C
05-11-D
05-1I-E
05-1I-F
05-11-G
05-11-H
05-11-1

05-11-J

Official Depositories — A resolution naming official depositories has been approved by the City. The
maximum deposit amounts stated in the resolution were not exceeded during the year ended June 30,
2005.

Certified Budget — Disbursements during the year ended June 30, 2005 exceeded the amounts budgeted
in the Debt Service function. Chapter 384.20 of the Code of lowa states in part that public monies may
not be expended or encumbered except under an annual or continuing appropriation.

Recommendation - The budget should have been amended in accordance with Chapter 384.18 of the
Code of lowa before disbursements were allowed to exceed the budget.

Response - The budget was amended, however we were not aware this function was in excess of
budget.

Conclusion - Response accepted.

Questionable Disbursements — | noted no disbursements that did not meet the requirements of public
purpose as defined in the Attorney General’'s Opinion dated April 25, 1979.

Travel Expense - No disbursements of City money for travel expenses of spouses of City officials or
employees were noted.

Business Transactions - There were no business transactions between the City and City officials or
employees noted.

Bond Coverage - Surety bond coverage of City officials and employees is in accordance with statutory
provisions. The amount of coverage should be reviewed annually to ensure that the coverage is
adequate for current operations.

Council Minutes - No transactions were found that | believe should have been approved in the Council
minutes but were not.

Revenue Notes - The City was in compliance with the requirements of its revenue notes.

Deposits and Investments - | noted no instances of noncompliance with the deposit and investment
provisions of Chapters 12B and 12C of the Code of lowa and the City’s investment policies.

Financial Condition —The Capital Projects Fund had a deficit balance of $4,997 at June 30, 2005.

Recommendation - The City should consider alternatives to eliminate this deficit.
Response — The deficit will be eliminated through the receipt of tax revenues.

Conclusion - Response accepted.
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